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SUBJECT: Credit for Long-Term Care for Senior Famly Menbers

SUMVARY

This bill would provide for a $500 credit to taxpayers who provide |ong-term care
to famly or househol d nenbers, 65 years of age or older, who reside with the
taxpayer. A famly nmenber cannot be the taxpayer or the taxpayer’s spouse.

EFFECTI VE DATE

As a tax levy, this bill would be effective i mediately upon enactnent and apply
to taxabl e years beginning on or after January 1, 2000.

LEG SLATI VE H STORY

AB 2268 (2000) would allow a $500 credit to taxpayers for providing |ong-term
care to the taxpayer, taxpayer’s spouse or a dependent of the taxpayer who is
certified as needing long termcare. AB 2281 (2000) would all ow 25% of the cost
of long-terminsurance as a deduction starting in the 2002 tax year and
increnentally increasing to 100% begi nning in the 2007 tax year.

SPECI FI C FI NDI NGS

Under federal |aw long-termcare services are defined as services necessary to

di agnose, prevent, cure, treat, mtigate, rehabilitate and maintain or to provide
personal services to a chronically ill individual. A chronically ill individua
is generally defined as an individual certified annually by a licensed health
care practitioner as being unable to perform (w thout substantial assistance) at

| east two of the following daily living activities: eating, toileting,
transferring, bathing, dressing and continence, or requires substantial
supervision to protect such individual fromhealth and safety concerns due to
severe cognitive inpairnment.

Current federal law specifically allows a deduction for nedical expenses for the
unr ei nbur sed expenses for qualified | ong-termcare services provided to the

t axpayer, the taxpayer’s spouse or the taxpayer’s dependents (subject to the
present-law fl oor of 7.5% of adjusted gross incone). Amounts received under a

| ong-term care insurance contract (regardl ess of whether the contract reinburses
expenses or pays benefits on a per diemor other periodic basis) are treated as
rei mbursenment for expenses actually incurred for medical care.
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Long-term care insurance prem uns, |ike nedical care insurance prem uns, are
explicitly treated as nedi cal expenses and are deductible on a graduated scal e
based on the individual’'s age before the close of the taxable year.

Age of | ndividual Maxi mum Deducti on
40 or |less $200
More than 40 but | ess than 50 375
More than 50 but | ess than 60 750
More than 60 but |ess than 70 2,000
More than 70 2,500

Current | aw al so excludes fromgross incone of the enpl oyee any enpl oyer

contributions to accident and health plans, except for contributions to cafeteria
pl ans or “flexi ble spending arrangenents,” as defined. |In addition, current |aw
excl udes from gross incone the recei pt of benefits fromlong-termcare insurance.

Current federal |aw inposes an information reporting requirenment on insurance
compani es paying long-termcare benefits. In addition to the normal reporting
requirenments (identification of the recipients and anounts paid out by the
company), the insurance conpany al so nust include the type of policy issued to
the recipient. A penalty excise tax may be inposed on issuers of long-termcare
i nsurance conpanies that fail to satisfy the above requirenents.

Current California tax law conforns to federal tax |aw concerning |ong-termcare.

This bill would provide a credit of $500 to a taxpayer who provides |ong-term
care for an eligible famly nmenber of the taxpayer in the taxpayer's principal
pl ace of residence. Eligible famly nenber neans all of the follow ng:

= An individual 65 or ol der

= An individual described in IRC section) (Dependent Defined), which Iineal
ancestors and descendants, siblings, aunts and uncles of the taxpayer or
t axpayer’s spouse. Dependents can also include step and adopted rel ati ons.
| RC section 152(a)(9) also includes any individual who is a nmenber of the
t axpayer’ s househol d and whose princi pal place of abode is the honme of the
taxpayer. The definition of dependent, |IRC section 152(a)(1) through (9) does
not include the taxpayer or the taxpayer’s spouse. This bill only requires the
eligible famly nenber to be listed in IRC section 152(a). It would not
require the eligible famly nmenber to be a dependent of the taxpayer

= An individual certified by a |icensed physician as unable to perform at |east
three activities of daily living, such as dressing w thout substanti al
assi stance, for at |east six nonths.

Under this bill long-termcare would be defined under the Welfare and Institution
Code, in part, as a coordi nated conti nuum of preventive, diagnostic, therapeutic,
rehabilitative, supportive and mai ntenance services that address the health,

soci al, and personal needs of individuals who have restricted self-care
capabilities.

Where the credit exceeds the net tax, this bill would provide for the carryover
of the credit until it is exhausted.
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Pol i cy Consi derati ons

This credit would not be limted to taxpayers who are residents of
Cal i fornia.

| npl enent ati on Consi derati ons

Because this bill does not quantify the amount, either in dollars expended
or in quantity of hours given, of long termcare that nust be provided or
specify a mnimm anmount of tine an eligible famly nmenber nust reside at a
taxpayer’s principal residence, it is unclear how many different taxpayers
may be able to claimthe $500 credit for the same eligible famly nenber.
Additionally, it is unclear if two taxpayers having the sanme principa

resi dence may be able to each take the $500 credit for the sane eligible
famly nenber. Lastly, it is unclear if a taxpayer who is providing | ong-
termcare to two eligible fam |y nenbers would be allowed to claimtwo $500
credits.

This bill would require the eligible famly menber to be certified by a
i censed physician as being unable to performat |east three activities of
daily living for at least six nonths. It is unclear if the six-nonth period

must be within one taxable year, and if not, would the taxpayer qualify for
the credit in both years. Additionally, credits or deductions that require
certification also contain a provision requiring the taxpayer to retain the
certification and submt it to the Franchise Tax Board upon request. This
bill does not contain such a provision.

This bill would allow an unlimted carryover for the $500 credit. Recently
enacted credits have limted the nunber of carryover years since credits
typically are exhausted within eight years. Wthout a carryover limtation,
the department would be required to list the credit indefinitely on tax
formns.

Departnent staff is available to work with the author’s office to resol ve
t hese issues.

Techni cal Consi der ati ons

Because this bill would not require the eligible famly nmenber to be the
dependent of the taxpayer, a live-in paid caregiver may be able claimthe
credit. This is unclear because the bill uses the termeligible “famly”
menber and then defines it as including individuals with no relation to the
taxpayer. Non-famly nenbers are included in I RC Section 152(a) to cover
those individuals for whomthe taxpayer contributes nore than one of their
support. The author’s staff has indicated that the bill will be anended to
excl ude non-fam |y nmenbers as an eligible individual.

There is an apparent typographical error in subdivision (a) of the bil
defining the "principal"” residence of the taxpayer, where the word
"principle" is erroneously used instead.
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FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

The credit is limted to $500 per eligible famly nenber, and that the
eligible fam |y nenber nmust reside with the taxpayer for over half of the
year.

Revenue | osses under the Personal | ncone Tax Law for a stand-al one state
credit are estimated as foll ows:

Revenue | npact AB 2096
For Taxabl e Years Begi nni ng
1/ 1/ 2000
Assunmed Enactnent After 6/30/00
(In MI1ions)
2000-01 2001-02 2002-03

-$20 -$18 -$20

Thi s anal ysis does not reflect any maxi numcredit val ue and does not
consi der the possible changes in enpl oynent, personal incone, or gross state
product that could result fromthis proposal

Revenue Di scussi on:

The inpact of this bill would depend upon the nunmber of taxpayers eligible
to claimthe credit (estimated at 71,000), the average credit clained, and
the average credit applied against available tax liabilities.

This estimate is based on a proration of the federal estimate cal cul ated by
the U S. Treasury for a simlar proposed federal credit, wth adjustments
for the differences between the federal proposal and this proposal.

Starting with the estimated federal inpact on liabilities under the federal
pr oposal

1. This estimate assumes that no simlar federal legislation is adopted. |If
federal legislation were in place, the California revenue | oss estimates
woul d need to be revised upward.

2. The California eligible population is assuned to be 11% of the nation

3. Because California tax rates are |lower than federal rates, it is assuned
that a state credit absorption rate would be 75% of the federal (a
greater portion of the calculated credit would not be applied because of
insufficient tax liabilities).

4. Because of the absence of inconme caps, it is assumed that the eligible
popul ati on would be 7.9%greater than if the inconme caps under the
proposed federal legislation were applied. This assunption is based on
the department’s Personal |ncone Tax nodel for taxpayers above the
federal income caps.
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5. For the additional 7.9% it is assuned that each taxpayer woul d be able
to absorb the full credit.

6. The proposed $1,000 federal credit would allow a taxpayer to take the
credit on himor herself (presumably by hiring a caretaker) and woul d not
limt the credit to the elderly. It is estimated that approximtely 60%
of the proposed federal credit would benefit elderly people and that 75%
of the people who would receive the credit would be caretakers.

Adj ust mrents were nade based on these percentages to account for the
di fferences between the state and federal proposal for qualifying
i ndi vi dual s.

BOARD PCSI TI ON

Pendi ng.



